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NOMINATION OF FRANK A, SOUTHARD, JR. 


WEDNESDAY, JUNE 3, 1953 


UnIrep Strates SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
We shinaton, D. G¢ 
ommittee met, pursuant to notice, at 10:35 a. m., in room 301 


The « 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiam 

Present: Senators Capehart, ‘icker, Bennett, Bush, Beall, Payne, 
Douglas, and Lehman 

The CHarrMan. The committee will come to order, please 

Gentlemen, this is Mr. Frank A. Southard, Jr., of New York, who 
was born in Cleveland, who is to be the United States Executive 
Director of the International Monetary Fund. 
ment Ir. Southard has held that position for 

Mr. SourHarpb. Four vears, Mr. Chairman 

The ¢ i LIRMAN. He has held the position ior 4 vears 


his is a reappoint- 


) 
1OW Inany vears: 


SourHarp. And during that time | have also been Special 
Assistant to the Secretary of the Treasury 

The CHarrMan. Before we question Mr. Southard we wil! insert 
his | iographi ‘al sketch 


Che biographical sketch referred to follows: 


BIOGRAPHY OF FRANK A. SOUTHARD, JR 


Born in Cleveland, Ohio, Januarv 17, 1907. 

Bachelor of arts, Pomona College, 1927; doctor of philosophy, University of 
California, 1930, in economics. 

Academic positions held: Teaching fellow in economics, University of Califor- 
nia, 1927-29; traveling fellow in economics, 1929-30; instructor in economics, 
1930-31, University of California; assistant professor and professor economics, 
Cornell University, 1931-48; chairman of department of economies, 1946—48. 

Research positions held: Researcher in international finance, Carnegie Endow- 
ment, 1934-35; Guggenheim Fellow in South America, 1940-41. 

Governmental positions held: Senior economic analyst, United States Tariff 
Commission, 1935; principal economic analyst, Division of Monetary FP esearch, 
Treasury Department, summer, 1938; Assistant Director, Division of Monetary 
Research, Treasury Department, 1941-42; Director, Office of International Fi- 
nance, Treasury Department, 1947-48; Associate Director of Research and Statis- 
tics in Charge of International Work, Board of Governors of the Federal Reserve 
System, 1948-49; Special Assistant to the Secretary of the Treasury, since 1948; 
United States Executive Director, International Monetary Fund, since 1949; mem- 
ber, advisory committee, United States Coast Guard Academy, 1951 

Military service: Lieutenant, lieutenant commander, and commander, United 
States Naval Reserve, July 1942—February 1946. Principal assignments were as 
financial adviser, G—5, Allied Force Headquarters in the Mediterranean; Chief, 
Kconomics and Finance, Seventh Army, during southern France operation; 
Allied Military Finance Agency during the Sicilian operation. Holds rank of 
commander in the United States Naval Reserve. 

Principal publications: Books: American Industry in Europe (1931); Cana- 
dian-American Industry (1936), Foreign Exchange Practice and Policy (1940); 
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The Finances of European Liberation (1946). Various articles in journals and 


encyclopedias in the field of international economics 
Honors: Phi Beta Kappa, Legion of Merit, officer of the Order of the British 


Empire (Military Division). 


The CuarrMan. Are there any questions? 


STATEMENT OF FRANK A. SOUTHARD, UNITED STATES EXECUTIVE 
DIRECTOR OF INTERNATIONAL MONETARY FUND 


Senator Payne. Mr. Southard, during the course of your work 
with this organization, did you have a man in your employ by the 
name of Mr. Coe? 

Mr. SourHarp. Senator, there was a Mr. Coe, who was Secretary 
of the fund at the time I went on the fund as United States Director. 

Senator Payne. He was there at the time you went there? 

Mr. Sournarpb. That is right, and he continued as Secretary of the 
fund until last December 

The CHarrMan. But, he was there when you arrived? 

Mr. SourHarp. Yes, sil 

The CuarrMan. You had nothing to do with his hiring? 

Mr. Sournarp. I had nothing to do with his hiring. 

Senator Payne. I was just wondering, since I have read about 
Mr. Coe’s activities, and I was a little curious to know what the 
situation was, whether you, as Director, knew much about what 
transpired. 

The CuarrMan. What was Coe’s official position with the fund? 

Mr. SourHarpb. He was Secretary of the fund. 

The CuarrMan. Did that requue confirmation by the Senate? 

Mr. Sournarp. No; he was ap employee of the fund. 

The CHAIRMAN. Appointe “<l by the directors? 

Mr. Sournarp. Appointed with the agreement of the directors, 
although, as I said, it was before my time. He was hired by the 
Managing Director who, in turn, was hired by the fund. But, under 
the rules of the fund, any senior employee of the fund has to be con- 
firmed in his position by the directors. 

Senator Payne. Do you happen to know anything about the 
reported ms inipulations that he entered into? 

Mr. Sournarp. The ones most recently in the press? 

Senator Payne. Yes. 

Mr. SourHarpb. Senator, as maybe anyone who read today’s Post 
would note, I have tried to avoid, and have so far in dealing with the 
press succeeded in avoiding, any comment on that, because I knew 
it was under consideration before a Senate committee. 

How much would you like me to try to do in dealing with your 
question? I will do whatever you wish. 

Senator Payne. Well, the only thing I wanted was to satisfy my- 
self, if it is possible, as to whether his actions, if they are correctly 
stated, were known to those in charge of the fund, or whether it was 
something that was outside of their knowledge. 

Mr. Sournarp. I was very close to the negotiations with Austria, 
because the United States in the fall of 1949 had a special interest, 
as well as a general interest, in the exchange rate in Austria. Our 
special interest grew out of the fact that we had a large armed con- 
tingent stationed in Austria, and the exchange rate determined the 
rate at which the ‘me. the day-to-day costs, of that contingent 
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would be met, because we were in part obtaining schillings from the 
Austrian Government against dollars, and of course the exchange rate 
would determine how many dollars we would have to pay for a given 
number of schillings. 

We had been fully aware in the United States Government—lI say 
the United States Government, rather than the fund at the moment 
for a good many months that the rise in prices in Austria had made 
the exchange rate increasingly out of line with the price level. We, 
in Washington, as well as the American contingent in Austria, had 
been eager to obtain relief. We were also, both in the United States 
and in the fund, fully aware that there were broader reasons for 
needing an adjustment in the exchange rate, and that ours was not 
the only interest, or the United States Army’s was not the only 
interest. There were American businessmen, American tourists, and 
a lot of other people in friendly countries that were dealing with 
Austria, 

We were also, of course, fully aware that Austria was not in an 
easy position, as you all know. Austria was occupied by four powers, 
and there was a bleeding open frontier at the eastern end, which 
unhappily the Austrians were not able to do anything about. 

That was the background. The United States, behind the scenes, 
bilaterally, in the proper way, was discussing these matters with the 
Austrians. We had two broad purposes: One was to achieve a proper 
adjustment in the exchange rate. The other was to do so through the 
fund, as the proper international organization, because that would be 
the best way of respecting the sovereignty of Austria, which was 
already, of course, a difficult problem because of this Russian situation. 
Therefore, we wanted to have our own United States discussions with 
the Austrians proper and unobtrusive, because the Communist press 
in Austria was, from the time of the currency devaluations io Septem- 
ber of that year, screaming in their newspapers in Vienna that the 
whole series of currency devaluations was an imperialist United 
States act, designed to enable us to milk these countries. And, 
fantastic as that would sound from this country, it was making a lot 
of noise locally. 

So, it was, as we saw it, to our advantage to have the negotiations 
in the last instance handled in the fund, and the negotiation was 
handled in the fund. I was in continuous touch with my own Govern- 
ment, as the American law requires that I be. The end result, as 
announced by the fund, was to achieve an adjustment in rates, a 
very considerable adjustment in rates which, so far as 1 am aware, 
and in my belief, fully met the needs of the United States Army, and 
the Americans who were dealing generally with Austria, as well as 
those of the other friendly countries. Whether it met the needs of 
Russia, | don’t know. I have no knowledge of that now, nor had I 
then. I assume probably the Russians, with their Communist 
influence, were opposed to the whole negotiation. 

Now, so far as I am concerned, I was unaware of any activity of 
Mr. Coe in this whole matter. I say that in response to your question 
on this whole matter, but as I have said, I have made no comment 
to the press on this matter. 

Senator Bricker. When did you first know of Mr. Coe’s activity 
in connection with this? Just when you read it in the paper recently? 

Mr. SourHarp. Yes, sir. 
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Senator Bricker. He never communicated with you or contacted 
you in any regard on the matter? 

Mr. Sournarp. That is right, Senator. 

Senator Dovcias. May I go into this Austrian question a minute? 

As I understand it, that adjustment enabled each American dollar 
to be worth more Austrian schillings? 

Mr. Sournarp. That is right, Senator. 

Senator Dovetas. And the result was the cost to our occupation 
forces was reduced? 

Mr. Sournarp. That is right, sir. The negotiation started in with 
the old rate of 10 schillings per dollar, and ended up with an arrange- 
ment which gave the American armed forces the same rate as the 
American tourists would be obtaining, which was 26 schillings per 
dollar. And, there were other commercial rates of 14.40 and 21. 
That was a very material improvement, not only in the official expen- 
ditures of our forces, but it was a very material relief to the individual 
soldier who was drawing his pay in schillings at the official rate, under 
the American rules. 

Senator Dova.as. He was being paid in schillings? 

Mr. SourHarp. He was being paid in schillings at the official rate, 
and therefore he had been under a growing burden, due to the rising 
prices in Austria. I myself addressed officially to the fund on 3 
separate occasions in the previous 90 days or 4 months an insistence 
that we had to have relief, and that the fund should in no way delay 
the negotiations that might give the United States relief from this 
burden. 

Senator Bricker. All vou were doing was to bring the relationship 
of dollars and schillings to what it was in the local area. 

Mr. Sournarp. That is right, a proper relationship between the 
two price structures. 

Senator Busu. Mr. Chairman—— 

The CHarrMaNn. Senator Bush 

Senator Busu. Mr. Southard, is this the same International Mone- 
tary Fund that was born in Bretton Woods with the International 
Bank? 

Mr. SourHarp. Yes, sir. 

Senator Busu. Does it have any direct connection with the Inter- 
national Bank at the present time? 

Mr. SourHarp. It has no legal connection, but the two institutions 
occupy the same building. A number of countries have the same 
executive director for the two institutions and, at the staff level, at the 
technical level, there is a high degree of cooperation in the technical 
surveys that they make. But, there is not any legal connection, and 
the functions are quite different. 

Senator Busu. Would you explain briefly what the functions are 
of the International Monetary Fund now? Are they the same as 
they started out to be 7 or 8 years ago? 

Mr. SourHarp. Exactly the same, sir. 

Senator Busu. There has been no change in the general purpose 
of the articles of agreement? 

Mr. Sournarp. No; the articles of agreement cannot be changed 
without international agreement, which would mean they would 
have to be again submitted to the United States Congress. 

Senator Busx. This was subscribed to by how many countries? 
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Mr. Sourwarpb. There are 54 countries, including the United 
States 
Senator Busu. It has nothing to do with the United Nations? 
Mr. Souruarpb. It has no organic 01 legal connection it 
so-called special agency, but it has its own Board of Governors, who, 
in the case of the United States, is Secretary Humphrey It has its 
own charte! and its own funds. The United Nations cal 


chili 


1ot order 
it to do anything, but could request it to make studies 

Senator Busn. Did all of these countries make original contribu- 
tions? 

Mr. SourHarp. The normal arrangement which most of the 
countries so far have been able to meet was that each country would 
pay 25 percent of its quota in gold into the fund, and the other 75 
percent in non-interest-bearing demand warrants, in their own 
currencies 

Senator Buss. And, they all did that? 

Mir. SourHarp. ‘they all did that, except that the provision was 
that. if countries’ gold holdings were very low, actually lower than 
their quotas, then they could pay less than 25 percent. But, if there 
was any increase later in their holdings, they would have to continue 
paying until they met the 25 percent. 

I would guess that, say, 85 percent of the members have met the 
25 percent level in gold, and increasingly, as the reserves of the 
remaining countries improve, they pay more gold. 

| haven’t addressed myself specifically to your question on the 
functions of the fund. I could reply in a sentence. 

The fund has two main purposes. The articles prescribe a general 
foreign exchange policy, to which countries should conform, namely, 
convertible currency and freedom from restrictions and discriminations 
in the field of exchange. It is a noble aspiration and many of the 
countries have not been able to come close to it. But, the fund’s 
purpose is to try to assist countries and persuade countries to meet 
that standard and, at the same time, to seek 

Senator Busx. How do they do that? Is that an unfair question? 
[ am not asking this to embarrass you. I am just trying to develop 
a little information about this fund. I am a little rusty on it. 

Mr. Soursarp. The fund has only two powers in this matter. 
One is persuasion, and the other is a certain amount of money. It 
can make what for all practical purposes are short-term credits to 
countries, to assist them in getting rid of restrictions or in avoiding 
putting on restrictions. 

Senator Busu. Have a lot of such credits been issued? 

Mr. SourHarp. Relative to the total assets, no, but a fair amount, 
something more than $900 million, of which about $200 million has 
been paid back. 

Senator Busu. In dollars? 

Mr. Sournarp. The greater part of them in dollars; ves. 

Senator Busx. Is that, in your opinion, a satisfactory record of 
performance? 

Mr. Sournarp. I think it is a satisfactory use of the fund’s re- 
sources, having in mind the tremendous foreign-exchange difficulties 
in the world. 

In mv view, if the fund had been more liber: i, we would have been 


ostensibly making short-term advances which would have turned into 
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long-term frozen credits. so, we have had to be eanutious in making 


But. it must bye said. senator, that only a small handful of the 
members have fully met this ideal of fully convertible currencies. 
Senator Buse. Has that been due to a large extent to mternal 


management on their own part 

\ir. Sournarp. In some eases that has been true, but mm other 
cases it has been due to a very widespread disequilibrium in the world, 
with the dollar in a very strong position. In other words, there have 
en, | am sure, some countries where the internal policies were pretty 
rood, and still they have had very real exchange difficulties in part 
because of the very strong demands for dollars, to buy American 
capital roods, and other American LFOOdGS which, if not controlled, 
would have caused them a lot of exchange difficulties. 


So, a very large number of countries have used exchange controls. 

Senator BusH. What stake did the United States Government have 
in this fund originally? 

Mr. Sovrnarp. You mean how much money? 


Senator Busy. Yes. 

\ir. SourHarpb. Our quota ts $2,750 million. 
Senator Busu. $ 
Mi Soi rHARD 


\ 


750 million? 


hat is right, of which 25 percent was paid in gold. 
That is roughly $700 million in gold. 

Senator Busse. Has the whole amount been paid into the fund? 

Mr. Sournarp. No; the dollar portion is paid over in non-interest- 
bearing notes Then, when the fund aeeds dollars to meet one of these 
short-term advances, it redeems that portion of the notes. Suppose 
$25 million was needed; the fund would turn over $25 million of the 
notes to the Treasury, in return for cash. Then, if the fund is repaid 
in dollars, those dollars go into its dollar account in New York, and 
if the dollar account moves above, as I recall, 1 percent of the United 
States quota, the United States can request that those extra dollars 
be paid back to the Treasury, and the United States always does request 
it. In fact, in the last 18 months, the United States has received 
more dollars from the fund than the fund has needed from the United 
States, because there have been more repayments to the fund than 
the fund has made advances 

Senator Busu. Do you feel the thing is working pretty satisfactorily 
at the present time? 

Mr. SourHarp. Well, the results are not what one would have hoped, 
Senator. There are still widespread exchange controls, still a very 
large number of inconvertible currencies. I believe the fund has been 
useful, and I believe it can go on being useful. It is a place where 
the United States has a strong voice in foreign-exchange determination. 

Senator Busu. What percentage of the funds did we originally 
subscribe to? 

Mr. SourHarp. Originally, our vote was approximately 34 percent 
of the total. As other countries, like Japan and Germany, have come 
in and paid their subscription, our percentage has declined. We 
now have 28 percent of the voting power im the fund. 

Senator Busu. How about the capital of the fund? Have we more 
than 28 percent of that? 
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Mr. SourHarp. That is $2.7 billion out of $8.5 billion, or roughly in 
the same proportion. 

Senator Busn. Just one more question: Do you feel that the fund 
is generally serving a useful purpose today in our scheme of things, 
economically and internationally? 

Mr. Sournarp. I do, sir. 

Senator Busu. It should be continued, in other words? 

Mr. Sournarp. I think we have to be patient and go on hoping 
that it can be more effective. 1 think there is a real need for ocea- 
sional short-term advances in this field, and I think the basic doctrine 
of the fund is valuable to the United States 

Senator Busu. Mr. Chairman, I would just like to compliment the 
centleman on his very thorough knowl] da of the subject. 1 know 
about him from reputation, and I think it is a very good appointment. 

The CHarrRMAn. Senator Bennett. 

Senator Bennetr. I am curious about some of the things brought 
out by the questions of Senator Bush. 

Do I understand, then, that the fund simply holds its gold, and that 


it makes its loans out of the demands against these warrants? 


Mr. Sournarp. That is correct, sir. 

Senator BENNETT. So, it has a possible capacity against the war- 
rants of approximately three-quarters of $8.5 billion, or approximately 
$6 billion, but it has never exceeded $900 million? 

Mr. Sournarp. That is right, sir 

Senator BenNerr. Are the demands made pro rata, across the 
hoard, or do you come particularly to the United States to vet th 
funds? 

Mr. SourHarpb. A country in seeking to draw from the fund must 
always indicate what currency it is seeking to obtain from the fund 
in return for its own. And, I am sure it is common knowledge to 
vou, Senator, and to the other Senators here, that the currency that 
countries need nowadays is the United States dollars. That is what 
they are short of. There have been a few pound sterling drawings 
and there was, I believe, one Belgian france drawing. All the rest 
have been United States dollar drawings. 

So, the fund, in that case, turns to the only source of dollars that 
it legally has, namely, the United States Government, unless it sells 
gold. 

Senator Bennerr. It has not sold any gold? 

Mr. Sournarn. No, sir. 

Senator BENNETT. So, in effect, the fund operates by a device, 
whereby the funds subscribed by the United States Government are 
used to satisfy the demands of other members of the fund? 

Mr. Sournarp. For short-term dollars. 

Senator Bricker. Mr. Southard, when this International Monetary 
Fund was created, as you said awhile ago, it was primarily and essen- 
ially to stabilize the currency of the nations of the world? 

Mr. SouruHarp. Yes, sir. 

Senator Bricker. Do you think it has accomplished very much in 
this field? Can vou point to some instances where it has been success 
ful in bringing about convertibility? 

Mr. Sournarp. Not very many, Senator. 

The best example is Mexico, where we had in the fund what I would 
call a really classical stabilization operation, such as you have in mind. 











8 NOMINATION OF FRANK A. SOUTHARD, JR. 


Mexico, as you know, has convertible currency, and no exchange 
restrictions. American banks, and particularly the banks in the 
Southwest, and in New York, deal freely back and forth in that cur- 
rency with the banks in Mexico. Mexico had exchange difficulties in 
1947 and 1948. They had to draw on the fund, and at the same time 
they drew on their stabilization arrangement with the United States 


Treasury. They drew $22.5 million from the fund at that time. But 
they were not able to maintain the par value, even with this assistance. 
They had to abandon the parity. They went on a floating rate for 
some months. They continued in consultation with the fund as to 


what would need to be done to reachieve a par value. They did not 
lose convertibility, because they let the exchange rate go. 

In my judgment those were effective consultations. We made 
studies in Mexico and we were in close touch with the Mexican high 
officials. We reached agreement on a new parity, which is the one 
they now have, and it was approved by the fund. At the time the 
new parity was approved, the fund assured Mexico that Mexico could 
count on the further support of the fund, and that assurance, in my 
judgment, did a great deal to persuade the speculators in the market 
that there was real support behind the new par value. And Mexico 
never had todraw. Moreover, Mexico has paid back the $22.5 million 
to the fund, and has paid everything back that it drew from the 
United States Treasury. They drew, as I recall, $37.5 million from 
the Treasury. That was a good stabilization operation. 

But, Senator, that is the best one I can cite. 

Senator Bricker. Considering the fund’s function in that type of 
operation, which is entirely different, of course, from the International 
Bank, the same service could not be rendered by the International 
Bank, in your judgment? 

Mr. SourHarp. Not as it is now set up, and not under the articles 
of the two institutions. I think, as I said in response to that question 
in a House committee some weeks ago, I can imagine a single institu- 
tion with a short-term stabilization department and a long-term lend- 
ing department 

Senator Bricker. That is the difference between the two? 

Mr. Souru rp. Yes, si 

Senator BricKER. oe mentioned specialized agencies under the 
United Nations. What is the relationship between this organization 
and the United Nations? 

Mr. SourHarp. The fund is completely independent of the United 
Nations. 

Senator Bricker. That is what I thought, but why did you use 
the term “specialized agency’ 

Mr. Sovrnarp. The United Nations charter I believe refers to 
specialized agencies of the United Nations, and the fund and the 
bank are considered among them, just as the Food and Agriculture, 
and World Health Organizations. 

Senator Bricker. But they are in a different position? 

Mr. Sournarp. That is correct. The fund and the bank, although 
called specialized agencies, are completely legally and actually inde- 
pendent. 

Senator Busu. Are they subject to any influence at all from the 
United Nations in the determination of the fund’s policy? 
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Mr. Sournarp. None at all. We have formal agreements with 
the United Nations which make it crystal clear that the two institu- 
tions are independent, but that they may be asked to make technical 
studies on occasion. For example, the fund is preparing a report on 
the adequacy of monetary reserves for the United Nations, but that 
is the fund’s report. The fund could not be ordered, for example, by 
the United Nations to loosen up its policies. 

Senator Bricker. Would it be possible for this committee to have 
copies of those formal agreements? 

Mr. SourHarp. Yes, sir. 

The CuatrmMan. Will vou furnish those to the committee? 

Mr. SourHarp. Yes, sir. 

Senator Bricker. | do not know if it is a part of this confirmation, 
but we have just gotten started on this question 

The CHarrMAN. I want to ask one question: Is there any merit to 
the criticism one hears quite often that the fund has been too conser- 
vative? That it ought to have advanced more money, and if it had 
done so it would have been in the best interests of the United States 
and the world? 

Mr. Sournarb. I have had much to do with the formulation of 
fund policy and I believe it has been in the past 4 vears the policy 
best designed to protect the resources of the fund for the uses for 
which I believe they were intended, and which | believe the Congress 
in the law 

The CuatrMan. Then, you do not subscribe to this criticism? 

Mr. SourHarp. I do not. 

The CHarrMAN. I notice that you only advanced some $900 
million out of $8 billion. 

Mr. Sournarp. That is right, sir. 

The CHatrMan. Let me ask you this question: There either is not 
much use for this organization, or its policy is certainly very, very 
conservative, if you have only found need for $900 million out of some 
$8 billion. 

Mr. SourHarp. Senator, my feeling is that we must remember 
that in the last 4 years there have been a very large number of coun- 
tries with very serious and I think fundamental difficulties in their 
balances of payments and, at the same time, we have had full employ- 
ment and prosperity in the world. 

The CHAIRMAN. Say that again. 

Mr. SourHarp. We have had a lot of countries with balance-of- 
payment difficulties that did not appear to be temporary, and at the 
same time we had full employment and prosperity. 

The Caatrman. Throughout the world? 

Mr. Sournarp. Throughout most of the world, in the last 4 years, 
in the sense that most countries have been having inflations and 
booms. To make short-term foreign exchange advances under those 
conditions, in my mind, requires very great caution. On the one hand, 
there are the countries that are in pretty good shape—such as the 
case of Canada. Obviously, they don’t need to borrow shot term 
to meet balance of payments deficits. So, what I might call the 
“blue chip’? countries were getting along all right, and even if the 
rates were very low, they were not interested in borrowing short term. 
On the other hand, there were a number of countries in very serious 
trouble, that bad grants 
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The CHarrMan. That is one of my next questions. We set this 
organization up Many years ago with $8 billion in capital, to which we 
contributed what I thought was $3 billion, but you say was $2,750 
million. You have used about $900 million. My questions are not 
intended to be critical; they are intended to be constructive. Then, 
it seems to me as though we forgot this organization entirely, and went 
off in another direction with the Marshal plan and other programs to 
do what I was under the impression this organization was set up to do. 

That is why I asked the question. It seems to me that there is 
either no need for it, or it has been entirely too conservative, and has 
not operated, possibly, as it was intended to operate. In other words, 
are you simply doing business with nations that can get along without 
it? You talk about “blue chip” nations. Are you operating it like 
a bank that only loans money to people that do not need it, and could 
get it from any other bank any place in the United States? I have 
had a little experience in that respect. 

Mr. SourHarp. Well, Senator, I have heard some people, par- 
ticularly outside of the United States, who have made even sharper 
criticisms than that. 

The CHarrMan. I am not criticizing it. I am asking you if there 
is any merit in it. It was not my criticism. It is the criticism that 
come to me as chairman of this committee. I heard a lot about it in 
Mexico City, as you well know, last September, when I was down there 
as a delegate. 

Is this organization being used for the benefit of small nations, or 
is it being used entirely for the benefit of the ‘“‘blue chip” nations, 
those that don’t need it and could handle their finances in some other 
way, if this was not available? 

Mr. SournHarp. We have made advances to quite a considerable 
number of countries. For example, Brazil, at a given time, had 
drawn over $100 million, and it was of great assistance to Brazil. 

We have advanced to Costa Rica, Denmark, Egypt, Ethiopia, 
France, India, quite a list of others. 

The Cuarrman. The total of that is about $900 million? 

Mr. Sournarn. The total is $917 million. ‘The first advances were 
late in 1946. 

The CuarrmMan. That is 7 vears. That is just a little over an 
average of $100 million a vear. 

Senator Dovaias. May I ask a question. These demands have 
been almost entirely in American dollars; is that not true? 

Mr. Sournarp. Almost entirely. 

Senator Douaias. So that while you may have loaned around 
11 percent of the total resources, you loaned around 30 percent of 
the American resources 

Mr. Sournarp. That is right, sir. 

Senator Dovetas. And you, as the American representative on this 
fund, did not want to commit American money to the possible loss 
of the principal; is that true? 

The CuHarrMaANn. Let me ask this question first: How much have 
vou loaned of other currencies, other than the United States? 

Mr. SourHarp. Very little, sir. 

The CuatrmMan. How much, converted into dollars? 

Mr. Sournarp. It is about $45 million. 
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The CHArrMAN. In other words, the total loans that the fund has 
made, short-term loans, have been about $900 million in American 
dollars, including the equivalent in other currencies, about $45 million. 
That is less than a billion dollars in 7 years. 

Mr. Sournarp. That is right, sir. 

The CHatrRMAN. You started out with a fund contributed to by all 
countries of about $8 billion; was it? 

Mr. SourHarb. Roughly that. 

The Cuarrman. Of which the United States subscribed $2,750 
million is that right? 

Mr. SourHarp. That is correct. 

Senator Brickrr. Mr. Chairman, I would like to observe here that 
the fund cannot stabilize the currencies of the world. All they can 
do is help when a country is anxious and willing to do it, and do it in 
a short-term way. I am interested in Mr. Southard’s position now. 
He has not spent everything available and loaned the money— 

The CrarrMan. I only asked the question if there was any merit 
in the criticisms, and I do not want the record to show that I am 
advocating them. I do not want the criticism to be at me, that ] 
am advocating anything else. I am just asking if there was any 
merit in the criticism. 

Mr. SourHarpb. The point you have raised, Mr. Chairman, has 
bee n over a period of years the most important matter I have had 
to deal with in the fund, namely, the policy for using the fund’s 
resources. I believe if the United States had had no other way of 
providing balance-sf-payments assistance in these last 5 years, that 
the United States would have been under tremendous, and I think, 
irrestible, pressure to make very liberal use of the fund’s resources 
to deal with most urgent balance-of-payment needs, more or less 
without regard to what we thought the prospects were for repayment 
within the period of 3 to 5 years, which we consider appropriate for 
short-term or intermediate-term advances. 

The CHarrMAN. Let me ask you this question, then: Why did you 
think—I do not know that you were present, but why did we then, 
the Congress, or our Government, or those who set this up originally 
why did they figure they were going to need $8 billion, of which our 
share was going to be $2,750,000? What has happened to make 
possible not to use the money? Somebody was wrong ciainaiy: 
were they not? 

Mr. SourHarp. If they were wrong, they were wrong only in not 
anticipating the magnitude of the immediate postwar short-term 
pressures on balances of payments. 

I believe that the fund had to be very cautious in the years 1947 
to 1950. I think it was essential to do so, or we would have used all 
the United States dollars, all the gold, all the Canadian dollars, and 
all the other currencies that would have had any usefulness at all, 
and we would today be the biggest frozen-asset bank in the world. 

The Cuarrman. We originally decided we were going to use $8 
billion, with $2,750 million in American dollars. What situation de- 
veloped that changed this? In the meantime we have given away, 
what? Some $40 billion in grants out of other funds? 

What happened there? 

Mr. SourHarp. A deliberate decision was made by the then United 
States administration in 1947 and 1948 that it was wiser to hold the 
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resources ol the fund for what we considered was the short-term pur- 
pose for which they were expect d to be used, and because we judged 
these needs 

The CHatrman. We evidently thought we were going to need, for 
short-term purposes, this $2,750 million; did we not? 

\ir. SourHarp. When it was originally set up; yes, sir. 

The CHarrMan. What situation changed that? I remember that 
I took some part in the debate on this organization back in 1945. | 


think if you will get out the record and read it you will discover it 
was presented to the Congress and the Senate on the basis that if we 


would do this, that would be all the money we would need to advance 


to the worid. It would handle the situation when the war was over. 
It evidently has not. We have only used a small portion of the fund, 
and in the meantime we have used billions and billions of dollars in 
other directions 
You cannot tell us what happens d in the world to change this? 
Mr. Sournarp. Yes; I have an answer, Mr. Chairman. The 


balance-of-payment deficits that were piling up in 1947 and 1948, 


' : ! ' ' / > 
and that appeared Ukely to stretch ahead for 3 or 4 years, were of a 
} } ay } : ° , 
magnitude and involved a cell oa O1 burdens On Countries, vhich 
sed s to conclude that we should not try to make short-term 
] . ] 1 +] 4] > 
joOans as a Means Of dean Ith them 


The CuarrmMan. We did not know that when we set this up? 
Mr. SoutHarp. We did not know it when it was set up, I was not 


4 ] ’ ) ’ 
there at the time: I was in the Armed Kore Ss. But, | was a party, 
as an Official in the Treasury 1947 and 1948, to that decision, and 
then in the fund subsequently, to hold to the conservative line that 


we would preserve these resources primarily for uses which gave a 
creater promis of short-term repayment, 

Now, about iS months ago we began recasting this policy in the 
fund, with the United State 
propos d and approved a poli vy where there would be very free use of 
the amount of money equal 


S participating in it. For example, we 


to what the countries paid in in gold. 
Now, even if that amount is virtually freely available to countries, 
very few have used it, even though they have to pay only a half of 
l percent to obtain it. And, countries have—as witness Netherlands 
a few weeks ago, actually paid back in and reconstituted this facility, 
which means they are saving it to 

The CHarrMan. Do you see the possibility in the future, let us say 
the next 6 months, or a year or 2 years from now, where, when the 
world situation gets a little better stabilized, there might be more 
demands upon this fund? 

Mr. SourHarp. Yes, sir; I do. I see two possibilities. One is the 
possibility of a major operation in the direction of convertibility of 
sterling and other major currencies. I am not forecasting that, but 
that is a possibility. 

[ also see the possibility that if we had a recession, which we 
thought looked like it was going to be a quick turnaround, countries 
would very much need the resources of the fund to help them through 
that sharp setback. 

In both cases, I see a need for the fund, and I think it was wise 
to hold the resources for those more normal objectives. 

The CuarrmMan. You do not think, then, that had this fund been 
more liberal—let us use that term, meaning it might have handled 
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more short-term loans—that there would be less need for this give- 
away program we have had? 

Mr. Sournarp. I do not, except that of course the United States 
could have put some of the foreign aid in the fund. But I do not 
think it would have been proper. 

The CHarrMaNn. You do not feel there is any justification for the 
criticism we have heard, that the fund only operates for the benefit 
of what you term the “blue chip’ countries, and the other little 
vet no benefit from it whatsoever? 

Mr. SOUTHARD. ] do not belie e that is a fair criticism. 
The CHatrMaANn. You do not believe it is a fair criticism? 
Mr. SourHarp. No, sir. 


The CuarrmMan. Well, I do not know. I am just telling you what 


countries just 


In Mexico there was considerable criticism of the fund, as a 


sort of closed corporation. That only the so-called “blue chip” 
countries and the bie countries that did not need it, would benefit. 
have no way of knowing, and I am not offering it in any way as 

criticism. It is a nsatter that (thought we might well discuss. 

: tor Lehman 

Senator Leaman. Am I right in assuming that during the period 
1945 to 1949 here there were wid fluctuations in the rates of 
exchange, in the value of the currency, in many of the countries, 
vou felt that the loans or advances made to them would not have to 
iny material extent corrected the situation, but would merely have 
frozen the assets of the fund to such an extent that it would have 
become a com telv frozen institut! ? 

| | } j } 


[ am thinking about countries where the currency fluctuated by 
5, 10, 15, or 20 percent within very short periods. Under those 
circumstances, do [ understand that youl poli \ is not to make these 
advances on a short-term basis for 3 or 5 years when there seems to 
be ver) little likelihood ol repayment? 

\ir. SourHarp. I would agree with that, but I would 
say something else, Senator. I would have been prepared at any 
time during thi period to take some risks with the money, If | could 


1 
} 


have felt that the advances were going to further the objectives for 


1: 
like Lo 


j 


which the fund’s articles set it up, and for which the Congress agreed 
to United States membership, namely, advances which would assist 
countries in progress toward convertibility, toward getting rid of 
restrictions. Although at that time fund advances would have 
given them balance of payments aid, I do not believe it would have 
helped them move toward these objectives. It is not the mere fear 
of frozen assets that have worried us, but the fear we would have 
nothing for our money. 

Senator Lenman. I understand you have no fear of frozen assets, 
providing a period of improvement could have been obtained through 
the period by taking the risk of frozen assets, which you felt was not 
sO. 

Mr. Sournarp. That is right. 

Senator LeHMan. One more question: You referred to the exchange 
rate of 26 schillings to the dollar. When did that take place? 

Mr. Sournarp. In November 1949. 

Senator LEHMAN. Have there been any further changes in Austria? 

Mr. SourHarp. Yes, sir; one very recently, about 30 days ago. 

Senator Leaman. What is it now? 


» 
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Mr. SourHarp. The new par value is 26 schillings, and the lower 
rates have been dropped. 

The CHAIRMAN. Would it be possible, if it is the will of the com- 
mittee, to confirm this gentleman at the moment, before we lose our 
quorum, and then continue any questioning? 

Senator Leaman. | have no more questions to ask. 

The CHAIRMAN. | want you to do so. but I do not want to lose our 
quorum. I have two proxies. 

Go ahead, Senator Lehman. 

Senator LEHMAN. Let me ask vou this: Was this more recent change 
made at the inspiration or instigation of the fund, or was that more 
of a bilateral agreement? 

Mr. SourHarp. The Austrians approached the fund. The fund is 
barred by its articles from initiating par value changes. The Austrians 
approached the fund, but I can say the fund technicians had very 
close contact with the Austrians in working it out. 

Senator LEHMAN. In this change of 1949, where there was an altera- 
tion in the relative value of the schilling and the dollar, did that apply 
equally to other countries, to the currencies of other countries? 

Mr. SourHarpb. Yes, sir. 

Senator LEHMAN. In other words, when we went from 10 to 26 
schillings on the dollar, did the rate of exchange on sterling change 
also in the same degree? 

Mr. SourHarp. Yes, sir; to the same degree. 

Senator LeHMan. Is Switzerland a member of the fund? 

Mr. SourHarp. No; it is not 

Senator Leaman. You have had no demands for Swiss currency? 

Mr. Sournarp. If Switzerland had been a member of the fund, it 
might have been a different story. 

Senator Lexman. I asked if they were? 

Mr. Soursarp. No; they are not. 

senator LEHM AN. | misunderstood you. 

The CuHarrMan. Are there any other questions, gentlemen? 

Senator BENNETT. I move we confirm Mr. Southard. 

Senator BRIcKER. Second. 

The CHarrMan. It has been moved by Senator Bennett and 
seconded by Senator Bricker that we confirm Mr. Southard. 1 want 
to say that I have the written approval of Senator Ives, and of course 
Senator Lehman is present. Mr. Southard comes from New York 
otate. 

Is there any objection to his confirmation? 

The Chair hears none. He is so confirmed. Since Senator Ives 
is out of the country, and this gentleman is from New York, will you 
report his nomination favorably, Senator Lehman? 

Senator LEHMAN. I will be glad to. 

The CuarrMan. Thank you very much, Mr. Southard. 

Mr. SourHarp. Thank you, sir. 

(Whereupon, at 11:05 a. m., the committee proceeded to other 
matters 


) 








